Studies linking corporate social responsibility (CSR) to the market value of firms for marginal investors have found mixed evidence. However, the case of strategic acquirers has scarcely been analyzed. We investigate whether CSR is valued by acquirers in mergers and acquisitions (M&A) and find that CSR is positively associated with bid premiums. Interestingly, while environmental performance is generally valued by acquirers, social performance only commands a premium in crossborder transactions. Our findings suggest that acquirers value targets' CSR involvement and may consider it as a way to reduce information asymmetry and targets' specific risk.
Introduction
A series of interviews with corporate buyers conducted by PwC in 2012 1 revealed that performance on corporate social responsibility (CSR) factors could largely impact deal valuation.
More precisely, it revealed that good CSR performance was usually integrated in the valuation of the target company and that poor CSR performance could be used as a lever in negotiating a discount.
Such qualitative evidence suggests CSR plays an important role in mergers and acquisitions (M&A).
However, in spite of the growing CSR literature, attempts to empirically investigate its impact on M&A are scarce.
CSR has been discussed in academic studies for decades. The debate focuses on why firm would invest significant resources on CSR activities and features two opposing views. On the one hand, the shareholder expense view (Friedman, 1970) claims that the only social responsibility of business should be to increase profits and maximize shareholder value. On the other hand, the stakeholder view (Freeman, 1984; Porter and Kramer, 2006) suggests that ethical behavior and profit are not mutually exclusive and that CSR activities may actually enable firms to be more profitable.
These views lead to opposite conclusions as to the impact of CSR on firm valuation and numerous attempts have been made in order to determine which one prevails. Despite much research on the topic (Servaes and Tamayo, 2013; Gregory et al., 2014; Aouadi and Marsat, 2016) , the literature has failed to reach a firm and definitive consensus. The relation between CSR performance and firm value may be unclear because of the intangible nature of attributes often associated with CSR. These attributes, which include corporate reputation, culture, and employee's knowledge and capabilities, can be a source of competitive advantage as per the resource-based view of the firm (Wernerfelt, 1984) insofar as they are difficult to create or replicate (Branco and Rodriguez, 2006) . However, these intangible assets are also extremely hard to value.
In light of this difficulty, our paper approaches the problem from a different angle. Instead of examining the impact of CSR performance on the value of firms as perceived by marginal investors (i.e., conveyed by stock market prices), we evaluate the impact of CSR performance on the value assigned to firms by M&A bidders. This approach is particularly relevant for two main reasons. First, in every acquisition, there is an inherent information asymmetry between the acquirer and the target.
As a result, M&A bidders perform extensive due diligence analysis of potential acquisition candidates in order to reduce this information asymmetry (Laamanen, 2007) and obtain a great deal of information about the target that is inaccessible to the public. It can therefore be argued that these acquirers have a deeper understanding of the value of a target than the market, and that they are better able to assess its organizational characteristics such as intangible CSR-related assets. Second, M&A bidders are by definition forced to assume a large amount of specific risk because of investment concentration and the high costs associated with the divestiture of acquired businesses. This is in stark contrast with the situation of marginal investors who have the ability to diversify their portfolios and liquidate positions at minimal costs. In other words, while marginal investors are mainly concerned with systematic risk, M&A bidders are largely concerned with targets' specific risks. Because good relationships with stakeholders decrease firm-specific risk insofar as they build goodwill that reduces cash-flow shocks when negative events materialize (Godfrey et al., 2009) , the CSR performance of M&A targets should be of particular importance for acquirers.
Given the growing importance attributed to CSR, understanding its value implications is worth further investigation. Although anecdotal evidence suggests a positive link between CSR performance and deal valuation, attempts to examine this matter empirically are almost nonexistent. A notable exception is Chen and Gavious (2015) , who study the link between CSR involvement and sale price for a sample of 134 Israeli M&A transactions. In this particular context, the authors find no relationship between CSR involvement and target valuation. Our study aims at complementing this finding and differs from Chen and Gavious (2015) in the following ways. First, we conduct our analysis on a worldwide sample of M&A transactions. Second, we use the bid premium instead of the sale price of the firm's share in the M&A transaction. This measure has the advantage of capturing the difference between the market's perception and the acquirer's assessment of the target, and can be interpreted as a measure of the willingness of the acquirer to pay the target above its pre-takeover market value (Simonyan, 2014) . We can therefore specifically assess if the excess amount offered by the acquirer is related to CSR performance, i.e., whether acquirers value this information differently compared with marginal investors because of increased exposure to specific risk and improved knowledge of the target. The premium also captures expected synergies resulting from the deal, which makes it interesting in our case as Aktas et al. (2011) show that more synergistic deals occur with targets that exhibit better CSR performance 2 . Finally, the premium could also convey information about the way acquirers assess the risk of market manipulation by target insiders (Cumming et al., 2016) . Because CSR attributes can be expected to have an impact on such behaviors, studying the link between CSR and premiums could be particularly insightful. Third, while Chen and Gavious (2015) use CSR data from the Maala report, we use CSR scores provided by Thomson Reuters ASSET4. In addition, our international sample enables us to distinguish between domestic and cross-border deals.
This distinction is important given the increased complexity of cross-border M&As, which embed greater information asymmetry and a higher risk of improper evaluation compared with domestic operations (Gatignon and Anderson, 1988) . Moreover, monitoring the target by the acquirer is even more difficult in cross-border deals as the cost of acquiring reliable and objective information to monitor the target in the post-acquisition phase increases considerably (Fama and Jensen, 1983; Cho and Ahn, 2017) . Within this framework, extra-financial information is likely to be especially valuable in the assessment of foreign targets.
Using an international sample of 588 deals announced over the 2003-2014 period, we find that targets' CSR performance is positively associated with bid premiums. We also show that acquirers value CSR performance differently depending on whether the deal involves a domestic or a foreign target. Specifically, while overall and environmental performance are generally positively valued, social performance only commands a premium in the case of cross-border deals, suggesting M&A bidders seek further reduction in information asymmetry through the analysis of "social assets" to compensate for the higher uncertainty associated with cross-border operations.
The contributions of this paper are manifold. First, to the best of our knowledge, we are the first to investigate the worldwide impact of CSR on bid premiums. Second, we show that the assessment of CSR is contingent on the type of investors we focus on. Indeed, while value implications for marginal investors appear to be ambiguous, their significance for better informed corporate acquirers is clear. Overall, we contribute to and build on two main areas in the literature. On the one hand, we complement studies related to the value implications of CSR. On the other hand, we complement previous findings on the determinants of bid premiums.
Our paper proceeds as follows. Section 2 presents the data. Section 3 then introduces our tests and empirical findings. Finally, section 4 concludes.
Data

Measuring CSR
To measure CSR, we use data provided by Thomson Reuters ASSET4. The ASSET4 database includes 5,000 global publicly listed companies and provides history up to fiscal year 2002 for close to 1,000 companies. Specifically, in year t, a firm is assigned a z-score for each of the CSR dimensions (environment and social), benchmarking its performance against the rest of the firms based on all the information available in fiscal year t-1. The resulting percentage is therefore a relative measure of performance, z-scored and normalized to be comprised between 0 and 100%. In this study, for each deal we use the last available ASSET4 scores before the announcement date. Following Lys et al.
(2015), we compute a firm's overall CSR score (CSR) by averaging the scores assigned to the environmental and social dimensions 3 .
Computing bid premiums
Premiums are usually computed based on the target price around 40 days before deal announcement. The rationale underlying this lag is to make sure the premium is computed over a price unaffected by potential takeover rumors. We follow Betton et al., (2009) 
Sample selection
The selection of our sample is derived in multiple steps. We download a list of international deal offers over the 2003-2014 period from Thomson Financial Securities Data Company (SDC). In line with most studies on the subject, we select all offers where the bidder initially owns less than 50% of the target firm and seeks to acquire more than 50% of the target firm
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. Bloomberg and Reuters news services were used to check the information's accuracy. We then merge this list of deals with the ASSET4 database and remove the bids for which we do not have environmental and social scores for the target. Finally, we merge this sample with the Datastream database to get the necessary controls.
We follow standard practice and exclude financial firms. Our final sample contains 588 deal offers 6 . Tables 2 and 3 , respectively. The US represent the largest proportion with 36.9 percent of targets and 39.1 percent of acquirers, followed by the UK. Overall, 31 countries are represented. Industries that are the most represented are services and manufacturing with 37.8 percent and 29.8 percent of our sample, respectively. 
Control variables
Based on studies in this area of research, we include the following control variables: Size (natural logarithm of the market value of equity at previous year-end), MTB (market-to-book), Leverage (total debt divided by total assets), Growth (average sales growth over the three years preceding the announcement date), Runup (logarithm of the ratio of the share price of the target on the day before the announcement to the share price 42 days before the announcement), Liquidity (current ratio), R&D (R&D expenditures scaled by total assets), ROE (return on equity), CAPEX (capital expenditures scaled by total assets), Blockholder (dummy equal to one if the bidder held more than 5% of the target's shares before deal announcement), Hostile (dummy equal to one if the transaction is defined as hostile by SDC), Cash (dummy equal to one if the transaction is fully paid in cash 7 ),
Competing (dummy equal to one if there was a competing bidder for the target), and Cross Border (dummy equal to one if target and acquirer come from different countries). We also control for institutional factors using the shareholder protection indicator developed by Rossi and Volpin (2004) .
Finally, we include a dummy variable equal to one if the transaction is horizontal (i.e., when acquirer and target belong to the same industry), and zero otherwise. Precision regarding the rationale underlying the choice of these controls is provided in Appendix B. Outliers are dealt with by winsorizing the top and bottom 1% of continuous variables. Table 4 presents the summary statistics. The average acquisition premium is 32.1 percent with a standard deviation of 26.8 percent, which is consistent with previous research (Betton et al., 2008) .
Results
CSR and bid premiums
The CSR score averages 0.534 with a standard deviation of 0.212. In order to assess the marginal impact of CSR on premiums, we run the following regression: In addition to the set of control variables described in section 2, we control for year, country, and industry 8 fixed effects to address unobserved heterogeneity. We tested econometric specifications for multicollinearity by using the variance-inflation factor (VIF). None of the main variables exceeded a 8 Industry fixed effects are based on two-digit SIC codes.
VIF of 2.76, well below the generally perceived cut-off level of 10. We can therefore conclude that multicollinearity is not an issue of concern in this study. estimation of the effect of CSR on bid premiums. *, **, and *** refer to significance at the 10%, 5%, and 1% confidence levels, respectively.
Domestic vs. cross-border deals
Cross-border M&As entail more risk but also presume increased potential rewards, representing good opportunities to acquire new knowledge and capabilities (Shimizu et al. 2004 ).
Moreover, cross-border deals are associated with increased shareholder gains compared with domestic acquisitions (Danbolt and Maciver, 2012), thereby justifying higher premiums. From an empirical point of view, the positive relationship between cross-border and the premium as exhibited in table 5 is in line with the findings of Rossi and Volpin (2004) . Since knowledge and capabilities in acquisitions (Shimizu et al. 2004) are largely assessed by the social performance, it follows that the cross-border nature of deals may impact premiums through an interaction with CSR performance.
In order to disentangle the potential impact of the cross-border nature of acquisitions, we introduce an interaction term between CSR and the Cross Border binary variable to capture the incremental impact of CSR performance for cross-border transactions. In addition, to make sure any potential relationship between premiums and the interaction term is not driven by institutional differences, we also control for the difference in shareholder protection between the bidder and target Results are reported in Table 6 . The direct cross-border effect itself proves to be hardly significant.
Overall, CSR performance and environmental performance are positively associated with acquisition premiums. This relationship can be explained by the fact that a strong environmental performance reduces the risk of facing problems related to negative environmental spillovers (e.g., pollution-related lawsuits), therefore decreasing specific risk. A strong environmental performance also has the potential to increase a firm's image and moral capital (Godfrey et al., 2009) . Interestingly, we find that the positive incremental impact of social performance is only significant for cross-border deals. This suggests that social performance is particularly important in international transactions which are inherently more uncertain and complex. Indeed, cultural and regulation differences between targets and bidders may obscure the true value of assets to be acquired and the ability of the bidder to manage relationships with foreign stakeholders (Benou et al., 2007) . Besides, Aguilera and Dencker (2004) show that human resources management play a significant role in the valuation of cross-border M&As, since they are more complex and contingent on national contexts. Indeed, as the target is embedded in a different national environment, including legal, economic, institutional and cultural practices, its ability to manage human resources and its network of relationships efficiently constitutes a specific asset of particular interest to foreign acquirers. The acquirer is then presumed to acquire more knowledge and capabilities from this international expansion (Shimizu et al. 2004) . It follows that acquirers may be willing to pay a premium related to social performance, including working conditions, relationships with suppliers, business partners, contractors, and communities, all of which are largely contingent upon the national context of the target.
Dealing with potential endogeneity
To make sure our CSR measure does not proxy for other unobserved variables, we estimate instrumental variable regressions. For the choice of instruments, we base our work on Ioannou and Serafeim (2012) that show that a firm's CSR performance is impacted by a time-invariant component associated with its membership in the country-industry pair, and a time-varying component at the country level. In other words, a firm's CSR performance is impacted by the CSR performance of other firms within the same industry-country pair, and by the CSR performance of other firms in the same country over time. We follow Cheng et al. (2014) , and Arouri and Pijourlet (2017) , and use the country-year mean of CSR scores and the country-industry mean of CSR scores, computed using the entire ASSET4 database. Results are reported in Table 7 for both models and show our results do not suffer from endogeneity issues 9 .
Conclusion
The results of our study reveal that M&A bidders value targets' CSR performance positively.
Interestingly, we find that the social dimension of CSR is only valued in cross-border deals, consistent with firms assigning more importance to social performance when buying foreign targets in order to mitigate the amount of additional risk and information asymmetry inherent in such transactions.
Our findings contribute to the literature by enhancing our understanding of premiums in M&A transactions in an international setting. For the acquirer, CSR performance might offer positive signals 9 For the sake of brevity, the first-stage results are not reported here but are available upon request. Both instruments are statistically significant. such as higher goodwill and lower specific risk. They also further our knowledge of the value implications of CSR for firms. Our work has managerial implications for target shareholders insofar as increasing CSR performance could increase potential takeover gains. Future research could be aimed at further disentangling the importance of CSR for acquirers by studying more precisely the subcomponents of each CSR dimension and to better understand the channels through which premiums are affected. estimation of the effect of CSR on bid premiums using instrumental variables and twostage least-square regression (only second-stage results are reported). *, **, and *** refer to significance at the 10%, 5%, and 1% confidence levels, respectively.
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Appendix A. Description of ASSET4 categories (from ASSET4 documents)
Environmental component Emission reduction: The emission reduction category measures a company's management commitment and effectiveness towards reducing environmental emission in the production and operational processes. It reflects a company's capacity to reduce air emissions, waste, hazardous waste, water discharges, spills or its impacts on biodiversity and to partner with environmental organizations to reduce the environmental impact of the company in the local or broader community. Product innovation: The product innovation category measures a company's management commitment and effectiveness towards supporting the research and development of eco-efficient products or services. It reflects a company's capacity to reduce the environmental costs and burdens for its customers, and thereby creating new market opportunities through new environmental technologies and processes or eco-designed, dematerialized products with extended durability. Resource reduction: The resource reduction category measures a company's management commitment and effectiveness towards achieving an efficient use of natural resources in the production process. It reflects a company's capacity to reduce the use of materials, energy or water, and to find more eco-efficient solutions by improving supply chain management.
Social component
Customer/Product Responsibility: The customer/product responsibility category measures a company's management commitment and effectiveness towards creating value-added products and services upholding the customer's security. It reflects a company's capacity to maintain its license to operate by producing quality goods and services integrating the customer's health and safety, and preserving its integrity and privacy also through accurate product information and labelling. Society/Community: The society/community category measures a company's management commitment and effectiveness towards maintaining the company's reputation within the general community (local, national and global). It reflects a company's capacity to maintain its license to operate by being a good citizen (donations of cash, goods or staff time, etc.), protecting public health (avoidance of industrial accidents, etc.) and respecting business ethics (avoiding bribery and corruption, etc.). Society/Human Rights: The society/human rights category measures a company's management commitment and effectiveness towards respecting the fundamental human rights conventions. It reflects a company's capacity to maintain its license to operate by guaranteeing the freedom of association and excluding child, forced or compulsory labor. Workforce/Diversity and Opportunity: The workforce/diversity and opportunity category measures a company's management commitment and effectiveness towards maintaining diversity and equal opportunities in its workforce. It reflects a company's capacity to increase its workforce loyalty and productivity by promoting an effective life-work balance, a family friendly environment and equal opportunities regardless of gender, age, ethnicity, religion or sexual orientation. Workforce/Employment Quality: The workforce/employment quality category measures a company's management commitment and effectiveness towards providing high-quality employment benefits and job conditions. It reflects a company's capacity to increase its workforce loyalty and productivity by distributing rewarding and fair employment benefits, and by focusing on long-term employment growth and stability by promoting from within, avoiding lay-offs and maintaining relations with trade unions. Workforce/Health and Safety: The workforce/health and safety category measures a company's management commitment and effectiveness towards providing a healthy and safe workplace. It reflects a company's capacity to increase its workforce loyalty and productivity by integrating into its day-to-day operations a concern for the physical and mental health, well-being and stress level of all employees. Workforce /Training and Development: The workforce/training and development category measures a company's management commitment and effectiveness towards providing training and development (education) for its workforce. It reflects a company's capacity to increase its intellectual capital, workforce loyalty and productivity by developing the workforce's skills, competences, employability and careers in an entrepreneurial environment. Larger targets are associated with higher integration costs (Comment and Schwert, 1995) and should therefore be associated with lower premiums.
Appendix B. Description of control variables
-MTB A negative relation should be anticipated between the market-to-book ratio and the premium if a low ratio illustrates the undervaluation of the target, whereas a positive relation between the market-to-book ratio and the premium should be seen if a low ratio signals restricted investment opportunities (Dionne et al., 2015) .
+/-Leverage A target that has considerable debt is less attractive, and the premium paid to obtain it should be lower (Dionne et al., 2015) .
Growth Buyers may be interested in targets that perform poorly because of the gains that could be realized if the current managers were replaced. In this case, the relation between the performance of the target and the premium should be negative. However, poor performance is often associated with fragile financial health and is therefore likely to hinder the target's ability to negotiate. In this case, the relation between performance and the premium should be positive (Dionne et al., 2015) .
+/-
Runup
The higher the runup, the higher should the premium paid to acquire the target be (Betton et al., 2009) , in line with the markup price effect identified by Schwert (1996) .
+
Liquidity
Liquidity gives information about the target's financial position and could therefore affect premiums (Ayers et al., 2003) .
+/-R&D Target's R&D activities can yield important synergistic resources offering private benefits, and could be expected to be positively related to premiums (Laamanen, 2007) .
+ ROE Bidders could be expected to offer higher premiums for high-earning firms. However, strong earnings could also reduce potential gains insofar as takeover gains can come from the replacement of inefficient management. This, in turn, would point toward a negative association between ROE and premiums.
+/-
CAPEX
The intensity of capital expenditures can be expected to impact potential takeover synergies.
+/-
Shareholder Protection
Premiums are expected to be higher in countries with stronger shareholder protection because 1) shareholder protection reduces the cost of capital and therefore increases (potential) competition among bidders and the premium paid by the winning bidder, and 2) diffuse ownership is more common in countries with higher shareholder protection, which forces bidders to pay a higher takeover premiums than otherwise (Rossi and Volpin, 2004) .
+
Blockholder
This variable measures the effect of information asymmetry (Dionne et al., 2015 ) and bidder's bargaining power (Ayers et al., 2003) .
Hostile Hostile transactions usually command a higher premium (Ayers et al., 2003; Dionne et al., 2015) . + Cash A wholly cash payment, which implies a prominent tax effect, should increase the premium significantly (Comment and Schwert, 1995) .
+
Competing
The presence of more than one potential buyer creates competition that could increase the premium that the target could obtain from the buyer (Ayers et al., 2003; Dionne et al., 2015) .
+
Cross Border
Cross-border deals embed greater information asymmetry and a higher risk of improper evaluation compared with domestic operations (Gatignon and Anderson, 1988) .
+/-
Horizontal
The horizontal/vertical nature of deals can be expected to impact bargaining power and potential takeover synergies.
+/-
This table reports the rationale underlying the choice of control variables used in our multivariate regressions as well as the sign of their predicted relationship with acquisition premiums.
